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DEPARTMENT OF LLEGISLATIVE SERVICES

OFFICE OF POLICY ANALYSIS
MARYLAND GENERAL ASSEMBLY

July 9, 1997

The Honorable Thomas V. Mike Miller, Jr., President of the Senate
The Honorable Casper R. Taylor, Jr., Speaker of the House of Delegates
Honorable Members of the Maryland General Assembly

Public education is one of the most important functions of government. In fiscal 1996
Maryland’s school systems expended over $5.7 billion for this purpose. This commitment to the
public schools accounts for over 40 percent of spending at the local level. At the State level, State
aid for the public schools accounts for over 30 percent of State expenditures funded from general
tax dollars. This report summarizes the financing of public education in Maryland. The first
section reviews the sources of revenue for education. The next section summarizes State
education aid in somewhat greater detail. There is a discussion of policy goals guiding State aid,
a brief history of State education aid, and an overview of the various approaches Maryland uses
to distribute education aid. The third section discusses expenditures and those factors contributing
to spending differences among school systems. In each section there is an examination of trends
over a period of years to provide historical perspective. Finally, the appendix provides a program
by program description of many of Maryland’s education aid programs.

This report was prepared by John Rohrer and Laurie Liddell with administrative assistance
from JoAnn Bryan and Betsy Dobbs. Much of the data derives from annual reports published by
the Maryland State Department of Education.

The department trusts the General Assembly will find the report useful as it considers
education issues this year.

Sincerely,

William S. Ratchford,
Interim Executive Director

WSR/JWR/brd
i

Legislative Services Building - 90 State Circle - Annapolis, Maryland 21401-1991
(410) 841-3865 - FAX (410) 841-3862 - TDD (410) 841-3814
Q (301) 858-3865 - FAX (301) 858-3862 - TDD (301) 858-3814
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Structure of School Finance in Maryland

Introduction

The State and county governments share responsibility for Maryland’s public
schools. Statewide educational policy determination is the responsibility of the State
Board of Education with the State Superintendent of Schools and Maryland State
Department of Education overseeing the implementation of policies and providing
administrative support. The 23 county boards of education and the New Baltimore
City Board of School Commissioners, together with each local superintendent, govemn
education matters and policy-making within the school district and oversee the daily
operation of the local school system.

This report focuses on the financing of education in Maryland. The first
section briefly overviews the relative importance of federal, state, and local funding.
The next section summarizes State education aid. In the third section there is a brief
discussion of expenditures and those factors contributing to spending differences
among school systems. In each section there is an examination of trends over a period
of years to provide historical perspective. Finally, the appendix provides a program
by program description of many of Maryland’s education aid programs.

Revenues

Educational expenditures are funded from federal, State, and local sources as
shown in Exhibit 1. In fiscal 1996 local revenues accounted for 55.9 percent of the
$5.1 billion in revenues supporting the operating costs of the public schools. State aid
comprised another 40.3 percent. A 3.8 percent share reflects the relatively small
federal role in funding primary and secondary education. The relative shares of
funding from each government entity varied little over the ten year period fiscal 1986
through fiscal 1996.

Education revenues grew more rapidly between fiscal 1986 and fiscal 1991 at
about 9.3 percent per year than in the period from fiscal 1991 to fiscal 1996 where
average annual growth slowed to 4.5 percent (see Exhibit 2). On a per pupil basis the

- difference is even more dramatic: 8.1 percent annual growth over the fiscal 1986 to
1991 period versus 2.0 percent annual growth since fiscal 1991. This diminished per
pupil revenue growth in the 1990’s reflects both higher enrollment growth and
recession driven fiscal constraints at the beginning of the decade. In the earlier period,
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Exhibit 1
Education Revenues
By Source
(percent of total)

Fiscal Fiscal Fiscal

Category 1986 1991 1996
Federal 4.2 3.8 3.8
State 40.5 39.4 40.3
Local 55.3 56.8 55.9

Source: Selected Financial Data, Maryland Public Schools, Part 1 - Revenues, selected
years, Maryland State Department of Education.

Exhibit 2
Education Revenue Trends

Average Average
Fiscal Fiscal Annual Fiscal Annual
1986 1991 Growth 1996 Growth
Total Revenues
Amount (millions) $2,643.2 $4,124.3 9.3% $5,147.2 4.5%
Per Pupil 4,109 6,064 8.1% 6,679 2.0%
Federal Revenue
Amount (millions) 110.6 156.4 7.2% 195.7 4.6%
Per Pupil 172 230 6.0% 254 2.0%
State Revenue
Amount (millions) 1,070.7 1,625.4 8.7% 2,076.0 5.0%
Per Pupil 1,665 2,390 7.5% 2,694 2.4%
Local Revenue
Amount (millions) 1,461.9 2,342.5 9.9% 2,875.5 4.2%
Per Pupil 2,273 3,444 8.7% 3,731 1.6%

Note: Amounts do not include revenues for debt service, school construction, or food service.

Source: Selected Financial Data, Maryland Public Schools, Part 1 - Revenues, selected
years, Maryland State Department of Education. Per pupil amounts calculated using
total enroliment adjusted for half-day kindergarten and prekindergarten programs.




Structure of School Finance in Maryland 3

both State and local government support drove the increase in education revenues, with
locai revenue growth slightly higher. On the other hand, between fiscal 1991 and 1996
the annual increases in State support were slightly above the growth in iocal funding.

Although State and federal aid accounts for about 44.2 percent of the funding
for Maryland’s public schools, the reliance on that aid varies across the counties (see
Exhibit 3). For example, in fiscal 1996 22.5 percent of Montgomery County’s
revenues were from State and federal sources, the smallest share in the State. On the
other hand, Baltimore City received 69.7 percent of its revenues from non-local
sources, the largest intergovernmental share. Much of this variance derives from State
and federal efforts to target aid to “low wealth” jurisdictions or to school systems with
high proportions of students with special needs.

State Aid

Education aid totaling $2.4 billion accounts for over 30 percent of State general
fund expenditures in fiscal 1998. The aid includes $1.9 billion in direct aid and $445
million in teachers’ retirement payments on behalf of the local school systems. This
fiscal 1998 aid is 46 percent higher than the amount provided in fiscal 1991 ($1.6
billion). During the last eight years public education has been a State budget priority.
Over this period education aid increases have averaged 5.5 percent per year compared
to an average annual general fund expenditure increase of 3.3 percent.

Four Policy Goals Have Guided Funding

Over the past 25 years a number of legislative and executive committees and
task forces have reviewed primary and secondary education funding. Many of the
recommendations of these study groups have been enacted by the General Assembly.
Throughout this period several policy goals guided State funding of the public schools.
Among them include the following:

] all Maryland students should have the opportunity to receive a quality
education;

] educational opportunities should not depend on a jurisdiction’s relative ability
to raise revenue from local sources;

° students with special needs may require the commitment of additional
educational resources; and,




0t

MAYUYAY Ad0D 1S3

uoneonp3 Jo ruswpedeq e1eis puejAlely eyl Aq Ajlenuue peysijqnd ‘senueAey- | lied ‘eleQq |eloueul pelde(eg :e2inog

‘welsAs |ooyos syl o) uoneudoidde s,Ajunco yoes juessides ,suoiendoidde |8307, "SedINOs leylo pue

<]
.m 's)y1B ’s|elues ‘JUBIISEAU] See) ‘uonielodsuel) ‘UOILIN] WOJ) WeisAs |00Yos (B30 BY) AQ peleseusB senuenel sle ,SeNUeAs) |800] J8YQ. (Z
S 80IAIBS POO) puUe ‘831AIES 1G8P ‘UCIIINIISUOD |[00YIS 10) SBNUBAS) 8PN|IUl JOU Op Sjunowy (| :SeloN
Y
.m 9ZC'LYL'S %8'E LLL'G6L %E OY 8L6'GL0'C  %E’l S00°S9 %9'vS GZ5'0L8'C apimelels
W 5801V %EY 440 %6 81 TZrz %0 T yov %8Gl [42%%3 191$82J0 M\
S egL'vL %Y’V €L2'E %€ 96 €EL' LY %t L vzo'L %0'8€ £€51°8¢ ODJIWOdIM
m vveiLiLL % LS 20L’'S %0°CS v88°LS %90 LZz9 %ECY LEOQ' LY uoiBbuiysem
m 9v8'9¢ %6'E ¥50°L %L'EC 6G€'9 %S9 8GL°L %859 GL9'LL loqie}
m. 6zZ'Le %88 668’1 %€ LS 1ZA%A" %6°C 919 %0 LE 0856’9 185J9W0S
Q gzg'os %E’S L9z'y %L '8V 62L'6€ %8°0 6.9 % L°SY 96Z'9¢ s, Aley 1S
LSL'LE %Gt coE’L %L’ 6E LEL'YL %0°L 88¢€ %8°SS 0ogL’'o0z §,8uuy uasnp
86v°'0LL %C'E viL've %8 Vv ov0o’'Sve %0°¢C GLZ'GL %0°0S 0LV'G8E s,864009 adud
£€6'GE6 %C'C zee’oz %E0¢C LEL'6BL %80 vez'L %8°9L L89'8LL AsawoBluop
€06'81 %8S Z80°L %t 8€ 143% 2 %L1 L6l %9 VS otLiL'ol Juajy
LY6'8ST %E"L LSY'E %C 0t 880'8L %S¢ £€96°9 %099 ovs'oLl pPiemoH
LLY'802 %8¢ rAN: B %8 LY GL9'66 %6°0 LEG'L %S 8 ¥S0°'LOL piojieH
29L'LE %L 9 8.0'C %6°SS CEV'LL %6°0 69¢ %G 9€ z8e’LL 1e.ueo
cve'sglL %LC 66’V %8'EY L2s'Z8 %lC 8€0'V %VYLS 06L,'96 3ou8pald
GE8°0E %TL 6L2'C %S 'tS Z6v'9lL %9°¢C £08 %L 9E rAAN Y ! JayssyaioQ
8eg8'ecCl %0°€E ovL'e %69V 0,0'8S %Ll°C 986'C %0'8Y cYv'6S sajieyy
¥56°08 %Vv'E viL'e %CLS SLY'LY %6°0 897 %S vv LS0'9¢E 11983
ovo'avlL %S'¢C 8cL'E % LS oLL'99 %L 0 LOO'L %L LS L08'SL lloley
050°'0¢ %09 L18°L %9°09 ceTesl %6°0 LS¢ %SG'C€E €GL'6 esuljosey
£€48°8L %6°C TLe'e %8°8¢€ oL9'oe %Ll 988 %C LS voL'sYy uaAjed
G8L'€G9 %0'€E 00861 %SG Ve 61L2'5¢2¢ %S0 £€8E'E %0°C9 £€8L'vOv alownjeg
£v9'C89 %9'8 8€8°8G %L L9 6ET'LLY %L1l v9e'L %C'6¢C coz'661 Au) eiowmjeq
L69°LSY %CE LEE'VL %G 9 160°G91L %EL L6L'S %065 6Lv'992 |opunly suuy
6L5'V9 %C L £L9'Y %0°6S rAA N 1> %L1 oLL'L %0°CE 5,902 Auebe)y
[eIo1 JuasIsd [e18p3] JusS13d (21214 JussIed [BS0TIOWp JUSdIsd UONGHUcIidy Aaunoy
18207

(spuesnoyy ui §)

9661 leds!d
uoneonp3 Alepuodsag pue Alewid 104 senuanay BunesadQ

£ Hquxg

Q

Aruitoxt provided by Eic:

E



Structure of School Finance in Maryland 5

° local school districts have the primary responsibility for the allocation of
educational rescurces; however, certain educational needs, problems, or State
policies may require the State to play a greater role.

There Have Been Numerous Funding Changes in Last 25 Years

Between fiscal 1974 and 1998 there have been over thirty significant changes
to Maryland’s education funding programs. Through fiscal 1991 the changes generally
involved increases in the major education aid programs or the addition of new
programs. During the State’s fiscal crisis in the early 1990’s, most of the adjustments
involved program restrictions or reductions. In subsequent years most enhancements
have been through new categorical programs. The major changes to education funding
over the previous twenty-five years are summarized below:

° After its enactment in fiscal 1974, the current expense formula was adjusted on
approximately seven occasions through increases to the foundation amount.
Adjustments were also made to the State’s share of the foundation amount.

° The compensatory education program was established in fiscal 1980 and
replaced with a “new” compensatory program in 1985 as part of the “Civiletti”
Task Force recommendations.

° In 1977 a public special education formula and a nonpublic placement cost
sharing policy were enacted but relatively few funding changes have occurred
since then. In fiscal 1988 the special education formula received its first
infusion of new funds after being frozen at $70 million in fiscal 1981. A
handicapped student transportation grant was established the next year (fiscal
1989).

° Throughout the past twenty-five years several new categorical aid programs
have been established. These include such programs as: extended elementary
education - 1980; Prince George’s County magnet school aid - 1987,
Maryland’s tomorrow - 1989; challenge grants - 1993; limited English
proficiency grants - 1994; targeted poverty grants - 1995; school reconstitution
grants - 1996; performance recognition awards, education modernization
initiative, and Baltimore County teacher mentoring - 1997; and additional
poverty and aging school grants - 1998.

° Between fiscal 1992 and 1994 the State reduced the growth in education aid by:
1) eliminating State payment of social security benefits for certain educational
employees; 2) reducing pupil transportation grants; 3) altering the State/local
cost sharing formula for nonpublic special education; 4) temporarily holding

1i




Department of Legislative Services

local school boards responsible for increases in fringe benefit costs associated
with general salary increases for local educators; and 5) reducing the mandated
increases in current expense and compensatory funding for fiscal 1994.

L The fiscal 1998 budget included $30 million for the Baltimore City public
schools consistent with legislation passed by the 1997 General Assembly (SB
795) restructuring the management of the city’s school system. The legislation
stemmed from consent decrees settling several lawsuits involving the Baltimore
City school system. The five year funding commitment in the legislation
increases to $50 million annually beginning with fiscal 1999. The legislation
also commits about $31 million annually over five years to the other school
systems through various programs.

Mandated Grants for Five Purposes Account for Most Education Aid

Currently, the State funds the public schools through over 30 different
programs. (See Exhibit 4 for a three year summary of education aid by program.)
Grants for five purposes -- current expenses, compensatory programs, teachers’
retirement costs, school bus transportation costs, and special education programs --
account for most of the aid: $2.2 billion or 94 percent of the estimated $2.4 billion
in fiscal 1998 aid for operating costs. In addition, the fiscal 1998 State budget includes

$82.4 million for debt service on State bonds that funded prior years’ school
construction projects.

Most education aid ($2.2 billion and 94 percent in fiscal 1998) is mandated by
statute. The Governor must include the funding for the mandated programs in the
budget submitted to the General Assembly. Reductions to these programs by the
General Assembly must result from the re-estimate of those factors determining the
funding level or must be specifically authorized by statute. With the exception of
$11.3 million in special education funding, aid for the five purposes enumerated above

is mandated by statute. Several smaller programs also have a statutorily mandated
funding level.

In addition, the Baltimore City school legislation (SB 795) enacted this year
includes a multi-year aid commitment of $61.7 million for fiscal 1998 and $81.7
million for fiscal 1999 through 2002. Failure to appropriate this aid in any of the
years abrogates the statute and the city school management reforms. This funding
commitment under SB 795 accounts for another 2.6 percent of education aid in fiscal
1998. (Exhibit 4 shows those programs covered under SB 795, as well as those
programs mandated by statute).

12



Structure of School Finance in Maryland . 7

Exhibit 4
STATE AID FOR PRIMARY AND SECONDARY EDUCATION

F.Y. 1996-F.Y. 199¢

F.Y. 1996 % OF F.Y. 1997 % OF F.Y. 1998 % OF

CURRENT EXPENSE AID : 1,288.4 61.8 1,360.1 61.7 1,455.8 61.4
COMPENSATORY AID © 73.7 3.5 76.8 35 80.9 3.4
TARGETED POVERTY GRANT : 8.0 0.4 8.0 0.4 8.0 0.3
SPECIAL EDUCATION' _
PUBLIC C 81.3 3.9 81.3 3.7 81.3 3.4
NON-PUBUC - , 46.3 2.2 §1.7 2.3 61.2 2.6
RETIREMENT , 425.8 20.4 449.0 20.4 445.0 18.8
TRANSPORTATION |
FORMULA {BLOCK GRANT) | 94.1 4.5 96.9 4.4 102.6 4.3
| SPECIAL EDUCATION 32 0.1 34 02 4.0 0.2)
‘CHILDREN AT RISK ‘ i 10.4 0.5 10.4 0.5 10.0 0.4
GIFTED & TALENTED® 2.1 0.1 1.9 0.1 4.4 0.2
ENVIRONMENTAL ED. 0.1 0.0 0.1 0.0 0.1 0.0
DISRUPTIVE YOUTH 0.4 0.0 0.5 0.0 0.0 0.0
INNOVATIVE PROGRAMS
MAGNET/NEIGH. SCHOOLS* 15.0 0.7 13.0 0.6 14.1 0.6
CHALLENGE GRANTS 7.6 0.4 7.6 0.3 7.6 0.3
RECONSTITUTED/MARGINAL SCHS. 1.4 0.1 11.7 0.5 1.7 0.1
BALTIMORE COUNTY MENTORING * 0.0 0.0 0.5 0.0 2.9 0.1
MODERNIZATION INITIATIVE 0.0 0.0 1.2 0.1 3.2 0.1
OTHER 0.5 0.0 6.5 0.3 4.7 0.2
ADULT EDUCATION 0.9 0.0 0.5 0.0 0.8 0.0
FOOD SERVICES 4.3 0.2 4.3 0.2 4.3 0.2
COMMUNITY CENTERS 0.7 0.0 0.7 0.0 0.0 0.0
EXTENDED ELEMENTARY 11.6 0.6 11.6 0.5 14.9 0.6
SCIENCE/MATH EDUCATION 0.9 0.0 0.9 0.0 0.9 0.0
ADDITIONAL POVERTY GRANTS* 0.0 0.0 0.0 0.0 18.2 0.8
AGING SCHOOLS* 0.0 0.0 0.0 0.0 4.4 0.2
BALTIMORE CITY PARTNERSHIP* 00 0.0 0.0 0.0 335 14
LIMITED ENG. PROF. GRANT® 7.0 0.3 7.2 0.3 78 03
DEBT SERVICE-PRE 1971 1.4 0.1 0.3 0.0 0.1 0.0
SUBTOTAL 2,084.8 1000 2,206.0 100.0 2,372.4  100.0
DEBT SERVICESTATE - 811 806 7 824
TOTAL 2,165.9 2,286.7 2,454.8
GENERAL FUND REVENUES 7.211.0 7.506.4 7.716.8
% GENERAL FUND 30.0 30.5 31.8

Notes:

1-Shaded programs are statutorily "mandated™ programs: tha Govemor must include the funding for these
programs in the budget submitted to the General Assembly.

2-Current expense aid includes formula aid, tuition by-law, and beginning in FY 1987 out-of-county placements.

3-Nonpublic placement amounts are actuals, not final state budget amounts. FY 1996 and FY 1997 amounts include funds
budgeted under Office of Children, Youth, and Families subcabinet fund.

4- Asterisk programs contain a five year commitment for additional aid beginning with FY 1998 under the New Baltimore City
Board of School Commissioners legislation (SB 795) including $16.6 million for additional poverty grants; $4.4 million for aging
schools; $30 million for Baltimore City Partnership funding in fiscal 1998 and $50 million in subsequent years; $2.0 million for
Mongomery County gifted & talented programs; $1.1 million for Prince George's County magnet schools; $2.4 million for
Baltimore County teacher mentoring; and $1.9 million for limited English proficiency.

Source: Department of Legislative Services; Annual Maryland Stata budgets.
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The remaining 3.4 percent of education aid is discretionary. For these
programs, funding levels are at the Governor’s discretion. The programs may have
been established by statute, but the statute does not require a certain level of funding.
Excluding the aid associated with the city school legislation (SB 795), there has been
little change since fiscal 1991 in the percentage of education aid that is discretionary.

Exhibit 5, which follows, shows county-by-county aid distributions for the

major aid programs. Exhibit 6 shows the aid on per student basis. Appendix 1
summarizes most of Maryland’s education aid programs.

14
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Structure of School Finance in Maryland 11
Maryland Uses Several Approaches to Distribute Education Aid

Consistent with the four policy goals guiding State funding, it is possibie to
categorize education aid by method of distribution. Five distributional approaches
have been developed to classify the aid: workload measures, combination
wealth/workload measures, actual costs, prior year’s aid, and other approaches.
Exhibit 7 summarizes the classification of aid by distribution method. The exhibit is
followed by a description of each category. As the exhibit shows, two approaches
account for over 86 percent of Maryland’s education aid: almost two thirds of the aid
incorporates measures of local wealth and another fifth directly relates to specific
educational costs.

Exhibit 7
State Aid By Basis For Distribution
($ in millions)

Approp. % of

FY 1998 Total
Workload $ 50.2 2.1
Wealth/Workload 1,544.5 65.1
Actual Costs 506.3 21.3
Prior Years’ Aid 172.6 7.3
Other 98.8 —4.2
Total : $2372.4 100.0

Workload: Includes programs which distribute aid using indicators of “need”
or workload measures. Examples include targeted poverty grants and
additional poverty grants (number of students eligible for free or reduced priced
school lunches); limited English proficiency grants (number of limited English
proficient students); food service aid; transportation for special education
students. These programs reflect the policy goal that students with special
needs may require the commitment of additional resources.

Wealth/Workload: Several programs utilize a workload measure such as
enrollment and distribute aid inverse to local wealth: less wealthy jurisdictions
receive relatively more aid. Wealth is usually defined as some combination of
property assessable base and net taxable income. Programs utilizing wealth and
workload measures include the current expense, compensatory, and special

13
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education aid formulas. These programs address the policy goal that
educational opportunities should not depend on the relative ability of local
Jurisdictions to raise revenues from local sources.

Actual Costs: The State pays all or a portion of the actual costs associated
with certain educational services or programs. Examples include the State
share of nonpublic special education costs and the State payment of employer
retirement costs for local teachers. Basing aid on actual costs assists all school
systems with providing educational opportunities; however, to the extent
wealthier school districts incur higher costs, they receive greater benefits under
this approach than less wealthy school districts.

Prior Years’ Aid: Aid received in one year is based on or equals the aid
received in previous years. Examples include grants for school bus
transportation (previous year’s aid increased by CPI) and special education aid
(aid equals the amount received in fiscal 1981). Beginning with fiscal 1998,
the transportation program also incorporates a workload measure (enroliment
growth).

Other Methods: This category includes primarily those grants supporting a
specific programmatic goal such as improving student performance. Examples
are the extended elementary, Maryland’s tomorrow, magnet school, and
challenge grant programs and the Baltimore City partnership funding.

Aid Patterns Have Changed Since the Early 1990’s

The changes in education aid beginning with fiscal 1992 have resulted in a
significant shift in State aid patterns. As shown in Exhibit 8, two programs, current
expense and compensatory aid, which distribute aid inverse to local wealth, have
grown from 52.8 percent to 64.6 percent of the total over the eight year period from
fiscal 1991 to fiscal 1998. Two factors account for this shift: 1) Beginning with
implementation of the “Civiletti” Task Force recommendations in fiscal 1985 and the
subsequent enhancements in funding in fiscal 1988, annual growth in current expense
and compensatory aid has exceeded growth in the other programs; 2) Cost
containment actions enacted in 1992 included a significant reduction in student
transportation grants and the elimination of State funding of teachers social security
costs. Between fiscal 1991 and fiscal 1998 the aid falling into the “other” category has
also increased, growing from 3.3 percent to 6.1 percent of aid. This reflects an
increasing reliance on smaller categorical aid programs this decade, culminating with
the Baltimore City school legislation (SB 795) enacted this year.
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Exhibit 8

State Education Aid
Programmatic Distribution

FY 1991

TRANSPORTATION

8.1%
FRINGES
CURRENT EXPEN
28.8% B
OTHER
. 3.3% COMPENSATORY
SPECIAL ED. 3.9%
7.1%
TRANSPORTATION
4.5%
FRINGES
18.8%
OTHER
6.1% CURRENT EXPENSE
61.2%

SPECIAL ED.
6.0%
COMPENSATORY
3.4%

Source: Department of Legislative Services; Maryland State budgets.
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Comparing education aid categorized by distribution method over the same
period finds a similar pattern. (See Exhibit 9.) In fiscal 1998 65 percent of education
aid will be distributed using the wealth/workload combination approach. This
compares to 53 percent in fiscal 1991. The proportionate decline in aid based on
actual costs and prior years’ allocations reflects the elimination of State funded social
security costs and the reduction in school bus transportation grants. The slightly
greater reliance on other approaches to distributing aid tracks the growth in categorical
programs tied to specific educational needs, problems, or State policies.

As a result of the changes that occurred in the early 1990’s a greater share of
Maryland’s education aid addresses the policy goal that educational opportunities not
depend on local fiscal capacity or the ability to raise education funds from local
sources. There has also been a greater focus on poor school performance through State
aid programs targeting funds to specific schools.

22
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Exhibit 9

State Education Aid
Distribution Factors

FY 1991
Prior Years' Aid Other
12.3% 2.2%

Workload

0.8%
Wealth/Workload
Actual Costs 53.4%
31.3%
FY 1998
Prior Yeﬁrs Aid Other
7.3% 4.2%
Workload
2.1%
Actual Costs
21.3%
Wealth/Workload
65.1%

Source: Department of Legislative Services; Maryland State budgets
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Expenditures

Primary and secondary education operating and capital expenditures totaled
$5.7 billion in fiscal 1996. This spending for the public schools accounted for over
40 percent of local government expenditures in fiscal 1996. Instructional outlays are
the single largest component of operating expenditures followed by special education
expenditures. (See Exhibit 10 for an expenditure summary and Exhibit 11 for
expenditures on a county-by-county basis.)

Exhibit 10
Education Expenditures
Fiscal 1996
Expenditure Amount Percent of
Category {$ in millions) Operatina Expenses
instruction $2,974.7 59.1%
Special Education 550.7 10.9
Administration 202.3 4.0
Plant Operation/Maintenance 531.5 10.6
Transportation 275.3 5.5
Other 72.2 1.4
State Paid Retirement 425.8 8.5
Total Operating Expenses 5,032.5 100.0
Nonpublic Special Education 103.4
Food Services 166.8
School Construction 377.3
Interest on Debt 58.3
Total Disbursements $5,738.3

(1) Fringe benefit costs, other than State paid teachers’ retirement for which an
allocation is not available, are apportioned to the other expenditure categories.

Source: Selected Financial Data, Maryland State Department of Education
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There were significant increases in primary and secondary education
expenditures per student throughout the late 1980°s. As Exhibit 12 shows, statewide
expenditures per pupil grew 8.0 percent per year between fiscal 1986 and fiscal 1991.
However, with the slowdown in State and local revenue growth and rising school
enrollments, fiscal 1991 through fiscal 1996 annual per pupil spending increases fell
to 1.8 percent.

In fiscal 1996 the difference in spending per pupil between Montgomery and
Caroline, the highest and lowest spending counties, was 1.46 to 1. In other words,
Montgomery County spent 46 percent more per pupil than Caroline County. This
translates into a $2,529 difference in per student spending. Compared to fiscal 1991
spending disparities have declined in the 1990’s. In fiscal 1991 the ratio between the
highest and lowest spending school systems was 1.7 to one, little changed from the
fiscal 1986 ratio of 1.73 to one. The significant decrease in disparity derives from
three factors: 1) the greater share of education aid distributed inverse to local wealth;
2) the slowdown in local assessable base growth, especially in those jurisdictions with
higher property wealth; and 3) generally higher enrollment growth among the
wealthiest counties than among the least wealthy counties.

Spending disparities, however, continue to exist. Five factors account for most
of the differences in spending per student:

1. Fiscal capacities - counties have different abilities to raise revenues
from local sources.

2. Local effort - other priorities may compete for funding and taxpayer
support for education may differ among Maryland’s counties.

3. Cost differentials - the cost of providing an average mix of classroom
resources (teachers and supplies) varies across school districts.

4. Special student populations - students with special needs cost more to
educate and the proportion of special needs students varies among
Maryland’s school districts. (See Exhibit 13)

5. Intergovernmental aid - State and federal aid per student varies
considerably among the local school systems.
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Exhibit 12
Education Expenditures Per Pupil

Average ' Average

Annual Annuali

County EFY 1986 EY 1991 _Growth EY 1996 _Growth
Allegany $3,439 $4,866 7.2% $5,936 4.1%
Anne Arundel 3.872 5,941 8.9% 6,464 1.7%
Baltimore City 3,486 5,178 8.2% 6,208 3.7%
Baltimore 4,622 6,295 6.4% 6,594 0.9%
Calvert 3,974 5,294 5.9% 6,056 2.7%
Caroline 3,132 4,598 8.0% 5,448 3.5%
Carroll 3,305 5,169 9.4% 6,094 3.3%
Cecil 3,351 5,066 8.6% 5,819 2.8%
Charles 3,635 5,299 8.4% 6,076 2.8%
Dorchester 3,784 5,457 7.6% 6,111 2.3%
Frederick 3,515 5,378 8.9% 5,870 2.1%
Garrett 3,357 5,176 9.0% 5,850 2.5%
Harford 3,456 4,981 7.6% 5,875 3.4%
Howard 4,503 7,003 9.2% 7,162 0.5%
Kent 4,056 6,100 8.5% 6,926 2.6%
Montgomery 5,407 7,807 7.6% 7,977 0.4%
Prince George's 4,004 5,878 8.0% 6,287 1.4%
Queen Anne's 3,901 5,515 7.2% 6,178 2.3%
St. Mary's 3,751 5,379 7.5% 5,989 2.2%
Somerset 3,439 5,296 9.0% 6,773 5.0%
Talbot 3,798 5,445 7.5% 6,309 3.0%
Washington 3,793 5,291 6.9% 5,801 1.9%
Wicomico 3,410 5,024 8.1% 5,641 2.3%
Worcester 4,301 6,089 7.2% 6,487 1.3%
Statewide 4,064 5,961 8.0% 6,530 1.8%

Note: Amounts do not include expenditures for debt service, construction, food service, and
nonpublic special education placements. September 30th enrollment used to calculate
per students amounts. Prekindergarten and kindergarten students counted as one-half
time if in half-day programs.

Source: Selected Financial Data, Maryland Public Schools, Part || Expenditures, selected years ;
Department of Legislative Services.
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Exhibit 13
Selected Student Population Characteristics
(1995-1996 School Year)

- % Limited % Approved

% Special English for
Education Proficient Free/Reduced
Enrollment Students Students Meals
Allegany 11,300 13.4 0.0 4.6
Anne Arundel 71,383 12.8 0.6 15.2
Baltimore City 109,980 15.1 0.4 70.1
Baltimore 101,564 11.9 1.3 25.1
Calvert 13,496 11.3 0.1 14.2
Caroline 5,521 14.6 1.0 40.1
Carroll 25,408 12.9 03 8.8
Cecil 14,640 15.0 0.2 21.4
Charles 20,966 11.9 0.4 22.6
Dorchester 5,216 13.3 0.6 44.1
Frederick 32,766 12.3 0.4 14.2
Garrett 5.190 13.4 0.0 43.4
Harford 36,820 12.0 0.3 17.3
Howard 37,547 10.8 2.0 9.1
Kent 2,863 11.8 1.5 34.8
Montgomery 120,291 10.6 5.9 21.4
Prince George’s 122,415 9.1 3.1 41.2
Queen Anne’s 6,271 12.5 0.4 19.5
St. Mary’s 13,950 13.3 0.4 27.0
Somerset 3,277 11.7 1.0 53.5
Talbot 4,427 12.6 0.8 25.9
Washington 19,824 14.3 0.9 30.0
Wicomico 13,796 1.3 1.3 33.5
Worcester 6,633 10.4 0.7 35.5
Statewide 805,544 12.0 1.9 31.0

Source: Maryland State Department of Education, 1996 Maryland School Performance Report
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Appendix 1

Current Expense Formula ($1,452.3 Million and 61.2% of FY 1998 Aid)

The current expense formula is Maryland’s basic support program, distributing

over $1.45 billion to the local boards of education. It accounts for about 61 percent
of the State’s education aid in fiscal 1998. This formula has been a key component of
Maryland’s education funding since 1973. Legislation enacted by the 1987 General
Assembly provides for automatic increases in current expense formula aid. The
minimum funding level is based on prior years’ actual spending. The $95.5 million
fiscal 1998 increase results from higher enrollment ($24.5 million) and prior years’
spending growth ($71.0 million).

The formula guarantees a minimum funding level per pupil and requires the
counties to provide a local match; all counties currently appropriate amounts
considerably above the required local match. The pupil count used in the
current expense formula is the full time equivalent (FTE) school enrollment as
of September 30th of the previous school year. Therefore, fiscal 1998 current
expense aid is based on enroliment from September of 1996. The FTE count
does not include prekindergarten students and, with the exception of Garrett
County, includes one-half the number of students enrolled in kindergarten.
The FTE computation includes evening high school students and excludes out-
of-state students.

The current expense formula is a “minimum foundation” formula. Under a
minimum foundation approach local school systems are guaranteed a minimum
funding level per pupil. In fiscal 1998 the minimum foundation is $3,720 per
pupil. The current expense formula determines the State and local shares of the
foundation for each school system. Overall the State share of the foundation
in fiscal 1998 is $1,891 per pupil or a little over 50 percent of the $3,720
foundation.

The formula recognizes the disparities in local abilities to raise revenues from
local sources by providing less wealthy counties relatively more aid than more
wealthy counties: the formula “equalizes” education spending (See Exhibit
14). Aid per student is distributed inverse to wealth per student. For example,
in fiscal 1998 Worcester County, the “wealthiest” county will receive $205 per
pupil, whereas Baltimore City, the “least wealthy” county will receive $2,759
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per pupil. Exhibit 15 graphically shows the relationship between wealth per
student and aid per student under the formula. For purposes of the formula,
wealth includes the two major local tax bases -- net taxable income and
assessable base. The counties are required to fund the difference between the
minimum foundation and the State share of the foundation.

o))
)
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Compensatory Aid Formula ($80.9 Million and 3.4% of FY 1998 Aid)

The compensatory aid formula distributes aid to local school boards based on
the number of students from economically disadvantaged environments (as measured
by the student counts used for Title I aid). Increases in compensatory aid are tied to
increases in the current expense formula. In fiscal 1998 compensatory aid grows $4.1
million or 5.4 percent.

° Bases aid on the student counts used for the distribution of federal Title I aid.
The federal government develops the data using socio-economic data from the
decennial census: the primary factor is the number of children ages 5-17 living
in poverty. These Title I eligible counts are an indication of the number of
students from economically disadvantaged environments.

° Recognizes local fiscal disparities by adjusting the grants per Title I student by
local wealth: the less wealthy counties receive relatively more aid per Title I
student.

° The overall funding level rises with growth in the per pupil minimum
foundation under the current expense formula. Before adjusting for local
wealth, a county’s grant per Title I student equals 25 percent of the minimum
foundation.

L Requires that about 25 percent of the aid be used for programs for students
from economically or educationally deprived environments.

Teachers’ Retirement ($445.0 Million and 18.8% of FY 1998 Aid)

The State pays 100 percent of the employers’ share of retirement costs for
school system employees who are members of the Teachers’ Retirement and Pension
Systems maintained and operated by the State. In fiscal 1998 the State share is $445
million, which consists of 18.8 percent of education aid. The $4.0 million decrease
in fiscal 1998 results from a 3.0 percent increase in the salary base and a 3.8 percent
decrease in the contribution rate.

° Rather than distributing the aid to the school boards and billing them for the
retirement contributions, the State appropriates a lump sum payment to the
retirement system “on-behalf of” the local school boards. The appropriation is
based on an estimate of the prior year’s salary base. Local school systems are
required to pay the retirement costs associated with employees funded under
federal programs. The county-by-county aid amounts shown in Exhibit § are
estimates based on each school board’s share of the total salary base.

Q 36
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L Variations in the estimates of each county’s aid per student reflect differences
in salary levels and staffing ratios among the counties.

School Bus Transportation Grants ($106.6 Million and 4.5% of FY
1998 Aid)

The fiscal 1998 budget includes $103.6 million, reflecting a 4.9 percent
increase in the transportation CPI and the additional enrollment based funding. As
well, $4.0 million is provided in fiscal 1998 to the counties to aid in the additional
costs of transporting handicapped students.

® Each county receives a grant for student transportation based on the county’s
grant in the previous year increased by the change in the Baltimore area
consumer price index for private transportation. Increases can not exceed 8
percent or be less than 3 percent. Legislation enacted by the 1992 General
Assembly reduced the transportation grant from $141.2 million to $86.2
million. Subsequent increases have been from this lower base.

. As a result of legislation enacted in 1996, beginning with fiscal 1998 counties
with enrollment increases will receive additional funds. In fiscal 1998, the
additional grants equal one-half the enrollment increase multiplied times the
total transportation aid per pupil in the previous year. After fiscal 1998, the
grants will be based on the entire enrollment increase rather than half the
increase.

. The formula grants for transporting handicapped students recognize additional
transportation costs. Each school board receives $500 per special education
student in excess of the number transported in fiscal year 1981.

Special Education Grants ($142.5 Million and 6.0% of FY 1998 Aid)

State aid for special education recognizes the additional costs associated with
providing programs for students with disabilities. Most special education students
receive services in the public schools; however, if an appropriate program is not
available in the public schools students may be placed in a private school offering more
specialized services. The fiscal 1998 funding for special education includes $81.3

million based on the county-by-county formula and $61.2 million for nonpublic
placements.

° $11.3 million of the $81.3 million for special education programs in the public

schools is based on the number of special education students in each jurisdiction
adjusted by county wealth. This portion of the grant is not mandated by
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statute. The Governor has provided funding on this basis in the State budget
since fiscai 1988. Each county’s share of the remaining $70 million equals
what the county received under the original formula in fiscal 1981. The old
formula based aid on total enrollment and a 1976 special education cost index.

L] For special education students placed in nonpublic day and residential programs
the counties are responsible for the local share of the basic costs of educating
a nonhandicapped child plus 200 percent of total basic costs. Any costs above
the base amount are shared between the State and the local school boards on a
80 percent State/20 percent local basis.

Limited English Proficiency Grants ($7.8 Million and 0.3% of FY 1998
Aid)

Under this program the State provides grants to support programs for non- and
limited- English proficient students. The fiscal 1998 budget includes $5.9 million for
the local school boards that is required by statute and an additional $1.9 million to
supplement the program in accordance with the Baltimore City school legislation (SB
795) enacted at the 1997 session.

° For purposes of this program non- and limited-English proficient student means
a student identified as such under the Maryland State Department of
Education’s Maryland School Performance reporting requirements. To be
eligible for the grants county school boards must have approved programs for
providing instruction and services to limited English proficient students.
School boards must annually report the actual expenditures of State funds on
limited English proficiency programs.

° Beginning with fiscal 1996, the statute specifies that the local school boards
receive $500 for each non- and limited-English proficient student. No student
may be included in the non- and limited-English proficient count for more than
two years.

] The additional funds under SB 795 provide $500 per student for those students
identified as non- and limited English proficient but not included in the count
for formula funding because the students had already been in the count for two
years. In addition, a school system with the number of limited English
proficient students exceeding 5 percent of enrollment receives an additional
$250,000. Only Montgomery County qualifies for this additional grant.
Although the amounts in SB 795 are based on current student counts there is
no provision to recalculate the grants in subsequent years.

38
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Targeted Poverty Grants ($8.0 Million and 0.3% of FY 1998 Aid)

The State provides funds to local school systems based on the number of

students who qualify for a free or reduced price lunch. Under the statute $8 million
in fiscal 1998 is distributed to all school systems based on the county’s proportionate
share of the total number of students living in poverty.

A county school board must submit to the State Board of Education a
comprehensive plan for specific schools to improve the educational
achievement of students living in poverty. Upon approval of the plan, the
county school board will receive funds based on the county’s proportionate
share of the total number of students eligible for free/reduced lunch in the prior
school year. The grants must be targeted to the specific schools and may not
exceed $1,500 per students living in poverty.

Beginning in fiscal 1996, the statute mandates that at least $8.0 be included in
the State budget for this program.

Additional Poverty Grants ($18.2 Million and 0.8% of FY 1998 Aid)

The fiscal 1998 State budget includes $18.2 million in additional poverty grants

distributed through two separate programs. Both are based on the number of students
qualifying for free or reduced price lunch. Baltimore City does not receive funds
under either program.

The city school legislation enacted in 1997 (SB 795) includes a five year
commitment to provide $16.6 million to all school systems with the exception
of Baltimore City. Each school system’s share of the $16.6 million is based
on the school system’s proportional share of the number of students qualifying
for free or reduced price lunches as of October 1995. There is no provision to

recalculate the amounts in subsequent years based on updated free and reduced
price lunch counts.

The fiscal 1998 State budget includes an additional $1.6 million targeted to

school systems with over 40 percent of their students eligible for free/reduced
lunches.
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Extended Elementary Education ($14.9 Million and 0.6% of FY 1998
Aid)

The extended elementary program supports public school prekindergarten for
four-year old children who live in Title I eligible school attendance areas. The fiscal
1998 budget includes a total of $14.9 million. $11.6 million wili be used for the 204
existing elementary sites with an average grant of $57,000 per site. An additional $3.3
million will support another 47 sites at $70,000 per site. The additional funding is
required for five years under the Baltimore City school legislation enacted in 1997 (SB
795). '

° The funding supports public school prekindergarten programs for four-year old
children who may be at risk of failure. The program is based on the theory
that early intervention: (1) increases students’ opportunity to realize their
educational potential; and, (2) reduces future educational and societal costs.

° County boards of education submit proposals for sites to the Department of
Education, which then determines how many sites can be funded within the
appropriation in the State budget. The department distributes the money to the
counties based on the schools’ Title I eligibility and general need. For the
additional $3.3 million committed under SB 795 each school system’s share is
specified in the legislation.

Maryland’s Tomorrow ($10.0 Million and 0.4% of FY 1998 Aid)

° The Maryland’s Tomorrow Program is designed to identify at-risk youth
enrolled in public schools and provide them with individualized educational,
training, and support services to prevent school dropouts. At-risk youth are
defined as those who score below their grade level on the California
Achievement Test in reading or math or who have been retained at least one
grade. Funds for Maryland’s Tomorrow are received directly by the local
Private Industry Councils (PIC) based on an annual service proposal developed
jointly by the local PIC and school board.  The fiscal 1998 appropriation for
the high school portion of Maryland’s Tomorrow is $8 million.

° A related program, the Choice Middle School Program, provides dropout
prevention services for middle school students. Starting with the 1994 school
year, approximately 800 students have been receiving dropout prevention
services through this program. Funds for the Choice Middle School Program
are received by the University of Maryland, Baltimore County, which operates
the program. Funding totals about $2 million in fiscal 1998.
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Challenge Grants ($7.6 Million and 0.3% of FY 1998 Aid)

° Chapter 210 of the Acts of 1992 provides for the distribution of “Challenge
Grants” to low performing schools for the purpose of school improvement
based on Schools for Success goals. The Maryland State Department of
Education releases funds to these schools only after it approves certain aspects
of each school's improvement plans.

] Although there is specific legislative authorization for the program the funding
level is at the discretion of the Governor and the General Assembly.

Gifted and Talented Programs ($4.4 Million and 0.2% of FY 1998 Aid)

The fiscal year 1998 State budget includes $4.4 million to augment educational
services for gifted and talented students.

° Since fiscal 1994 Baltimore City has received $1.0 million for gifted and
talented programs at five high schools in the city.

° Beginning with fiscal 1998 $2.0 million will be used to support gifted and
talented programs in Montgomery County. The funds are committed for five
years under the Baltimore City school legislation (SB 795) enacted in 1997.

Education Modernization ($3.2 Million and 0.1% of FY 1998 Aid)

The fiscal 1998 State budget includes $3.2 million for the second year of this
multi-year initiative. The initiative provides schools access to on-line computer
resources and capacity for data, voice, and video equipment. The funds will be used
for equipment purchases, software, and staff development. Another $5.5 million is
included under the school construction program to upgrade the wiring in 107 schools.

Magnet Schools ($14.1 Million and 0.6% of FY 1998 Aid)

Prince George’s County will receive $14.1 million in the fiscal 1998 State
budget for the county’s magnet school programs. Of this amount $1.1 million is part
of a five year commitment of funding incorporated in the Baltimore City school
legislation (SB 795) enacted in 1997. Initiated in fiscal 1987, this aid supports the
Prince George’s County Magnet School Program. The Magnet School Program was
approved by the U.S. District Court to provide for desegregation of the Prince
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George’s County Public Schools and to improve the quality of instruction for all
county students.

Baitimore City Partnership ($33.5 Million and 1.4% of FY 1998 Aid)

The fiscal 1998 budget includes $30 million in funding for the Baltimore City
Public Schools under the Baltimore City Partnership program. An additional $3.5
million was included in fiscal 1998 for specific purposes including, $2.0 million for
the 10 Baltimore City reconstitution eligible schools identified in 1997, $600,000 for
a comprehensive audit of the city school system, and $900,000 for implementing and
monitoring the city school system restructuring. Legislation passed by the 1997
General Assembly (SB 795) restructures the management of the Baltimore City Public
Schools contingent upon the inclusion of an additional $30 million in the fiscal 1998
State budget for the city schools. The legislation requires that the additional funding
increase to $50 million for fiscal 1999 through 2002. Failure to appropriate the funds
in any year abrogates the legislation and the management restructuring of the city
school system.

Aging Schools ($4.4 Million and 0.2% of FY 1998 Aid)

The fiscal 1998 State budget includes $4.4 million to provide funds to local
school systems for the improvements, repairs, and deferred maintenance of public
school buildings exceeding 15 years of age. Each school system’s share of the total
funding is generally consistent with the school system’s share of school building square
footage constructed prior to 1960. A five year commitment of funding for this new
program is incorporated in the Baltimore City school legislation (SB 795) enacted in
1997. The legislation specifies each school system’s share of the $4.4 million.

Baltimore County Mentoring ($2.9 Million and 0.1% of FY 1998 Aid)

Baltimore County will receive $2.9 million in the fiscal 1998 State budget for
a mentoring program providing professional development for teachers who work with
at-risk students. Of this amount $2.4 million is part of a five year commitment of
funding incorporated in the Baltimore school legislation (SB 795) enacted in 1997.
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